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Abstract:

Money laundering is the process by which large amoftillegally obtained money, from drug trafficig,
Terrorist activity or other serious crimes, is givhe appearance of having originated from the tiragte
source. Money laundering has an adverse impactonoeny and political stability of country and hence
such an activity must be curbed with an iron harukerefore, nations of the world must join hands and
adopt measures to dismantle syndicates engaged oimeynlaundering by resorting to aggressive
enforcement of law. An attempt has been made malticle to explain the Concept, Significance ésd
impact.

“Capital as such is not evil,
it is its wrong use that is Evil,
Capital in some form or other will always be needed

- Mohandas K.

Gandhi
Introduction:

If conducts a survey asking what is Money Laundg?in The general guesses from most people would be
that it must be something related to drying, waglinmay be dry cleaning of the currency notessdime
extent correct but layman don’t know much of thigrid’s third largest industry. As per IMF reportset
turnover of this industry could be somewhere arobhé trillion.

Money laundering is the process by which large amofiillegally obtained money (from drug trafficlg,
terrorist activity or other serious crimes) is gihie appearance of having originated from the tiregte
source. But in simple terms it is the conversiorblaick money into white money. This takes one kack
cleaning the huge piles of cash. If done succdgsftlallows the criminals to maintain control aovheir
proceeds and ultimately to provide a legitimateerder their source of income. Money launderingypla
fundamental role in facilitating the ambitions bétdrug trafficker, the terrorist, the organizeinénal, the
insider dealer, the tax evader as well as the nodingrs who need to avoid the kind of attention fridwe
authorities that sudden wealth brings from illegativities. These criminal enterprises seek to iobta
money and power through criminal conduct and thigengt to infiltrate the legitimate society, theyeb
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distorting the terms of the compact. They genemgtions upon millions of dollars for the memberfstioe
enterprise and allow their associates to live lalifestyles that have been forged from the misamny
despair that their criminal activity produces.

A. Concept of Money Laundering

“Money laundering is called what it is because thatfectly described
what takes place-illegal of dirty, money is putdigh a cycle of
transactions or washed, so that it comes out ther@nd as legal, or
clean money. In other words, the source of illggaltained funds is
obscured through a succession of transfers and deatder that those
same funds can eventually be made to appear disratg income.”

- Robinson

Money Laundering as an expression is one of fairly recent ori§teney laundering is a sophisticated
crime not to be taken very seriously at the fifstnge by anyone in the society. As compared toestre
crimes, it is a modern crime. At times people akfer to it as a victimless crime but the reaigyhat it

is not a crime against a particular individual, lius a crime against nations, econongesernment, rule
of law and world at largevloney laundering has become a world wide menace.

The goal of a large number of criminal acts tis generate profit for the individual or grotimat
carries out the aand then hide either the source or the destimaifanoneyMoney laundering is the
processing of these criminal proceeds to disgtie t illegal origin. This process is of criticahportance,
as it enables the criminal to enjoy these profithout jeopardizing their source.

Some of the crimes like-illegal arms sales, smungglicorruption, drug trafficking and the activitie
organized crime including tax evasion generateehsigms. Insider trading, bribery and computer fraud
schemes also produce large profits and createntfemiive to legitimize the ill-gotten gains througioney
laundering.

When a criminal activity generates substantial igpthe individual or group involved must find awto
control the funds without attracting attentiorthe underlying activity or the persons involvedin@nals
do this by disguising the sources, changing thenfar moving the funds to a place where they ess |
likely to attract attention. Otherwise, they canlise the money because it would connect therheo t
criminal activity, and law enforcement officials uld seize it.

If done successfully, it allows the criminals taintain control over their proceeds and ultimat&ly

provide a legitimate cover for their source of imm Where criminals are allowed to use the
proceeds of crime, the ability to launder such peals makes crime more attractive
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B. Significance of Money Laundering

Money laundering is an issue that has gained isangasignificance following the events of 9/11(ek@&n

the twin towers in the U.S).Since then the world fecused its attention on the entire concept ofiego
laundering and has recognized it as a source diutiting of terrorist activities.The globalizatignocess
and the communications revolution have made crimeeasingly international in scope, and the financi
aspects of crime have become more complex due fiml radvances in technology. The spread of
international banks all over the world has fadiéiththe transmission and the disguising of theimrf
funds. This may have devastating social conseqsereel poses a threat to the security of any
country,large or small.lt provides fuel for drugatks, terrorists, illegal arms dealers,corrupt lipub
officials and all types of criminals to operate aexpand their criminal activities.Laundering enable
criminal activity to continue.

Money laundering causes a diversion of resourcdss® productive areas of the economy which in turn
depresses economic growth. The possible sociapalitical costs of money laundering, if left uncked

or dealt with ineffectively, are serious. The ewmmic and political influence of criminal
organizations can weaken the social fabric, callecethical standards, and ultimately the demaocrati
institutions of society.

C. Impact of money laundering on the economy of the country

“The Fish sees the bait, not the hook;
A person sees the gain, not the danger”.

= A chinese Proverb.

The Money laundering has negative effects on ecamamvelopment.Money laundering constitutes a
serious threat to national economies and respegtivernments. The infiltration and sometimes sioin

of dirty money into legitimate financial sectorsdamations accounts can threaten economic and qadliti
stability.Economic crimes have a devastating ¢féeca national economy since potential victimswéh
crimes are far more numerous than those in othrerd@f crime.Economic crimes also have the poteatia
adversely affecting people who do not prima-fasEgm to be the victims of the crime. For examle, t
evasion results in loss of government revetiues affecting the potential of the governmentgersl

on development schemes thereby affecting agelaection of the population who could have
benefited from such government expenditure.

A company fraud not only results in cheating of pleeple who have invested in that company but nsy a
adversely affects investors’ confidence and evélyttize growth of the economy.
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The negative economic effects of money laundenim economic development are difficult to quantify
yet it is clear that such activity damages thariicial-sector institutions that are critical to momic growth,
reduces productivity in the economy’s real sectgrdiverting resources and encouraging crime and
corruption, which slow economic growth, and canatisthe economy’s external sector internationghdé
and capital flows to the detriment of long-ternoeamic development.

Developing countries’ strategies to establish affshfinancial centre (hereinafter OFCS) as vehifte
economic development are also impaired by significaoney laundering activity through OFC channels.
The negative effects of money laundering actisitisay be on financial sector, real sector of miar
agents such as state, financial institutions amdibg sector.

The Financial Sector

Financial sector may get negative effects of molaeydering especially financial institutions indlugl
banking and non —banking financial institutions (N8),and equity markets- may directly or indiredbky
affected.Basically,these institutions facilitatencentration of capital resources from domesticregs/iand
funds from abroad. These institutions provide etog to furtherance of investment prospects b
providing conducive environment and efficiemtlocation of these resources to investment
projects which contributes substantially to long economic growth.

Money Laundering impairsthe sustainability and devel opment of financial ingtitutions in two ways:

1. Firstly thefinancial institutions are weakened directly thrbugoney laundering as there seems to be a
correlation between money laundering and frauduetivities undertaken by employees of the insting.
Similarly, with the increase in money launderingj\aties, major parts of financial institutions afstate are
vulnerable to crime by criminal elements. This sgthens the criminals and other parallel systemarfiey
laundering channel$his may lead to the eviction of less equipped petitors & giving rise to monopoly.

2. Customer trust is fundamental to the growth of sbfimancial institutions, and the perceived riskte
growth of sound financial institutions, and theqagved risk to depositors and investors from instnal
fraud and corruption is an obstacle to sucbst.

The Real Sector
Money laundering adversely affects economic gralvtbugh the real sector by diverting resourdes
less productive activities and by facilitatidgmesticcorruptionandcrime.

“The less expensive the money laundering inputitoeds,

As a result of lax anti-money laundering policies,
The more productive (active)the criminal will be”.
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Money laundering carried out through the channtigrothan financial institutions includes more fdeg
investments such as real estate, art, antiques|rigand luxury automobiles, or investments oftpe that
gives lower marginal productivity in an economyes$h sub optimal allocations of resource give |dexeel

of economic growth which is a serious detrimenet¢onomic growth for developing countries. Criminals
reinvest their proceeds in companies and realesstisih the purpose to make further profits, legallegal.
Most of these investments are in sectors thataardifir to the criminal, such as bar, restaurargsytution.
The real estate sector is the largest and moserxalbhe sector for money laundering. Real estatepsrtant

for money laundering, because it is a non-transparearket where the values of the objects are often
difficult to estimate and where big value e&ses can happen and is an efficient method te plac
large amounts of money. The price increase inesgtate is profitable and the annual profits on beainess
create a legal basis for income. The real estasetla following features, which make it attractios
criminal money:

° a safe investment
® the objective value is difficult to assess

®* jt allows to realize “white” returns.

The External Sector

Money laundering activities may impair any coundgrgconomy through the trade and international ahpit
flows.Excessive illicit capital flight from a stateay be facilitated by either domestic financiaititutions or
by foreign financial institutions.That illicit cagai flight drains scarce resources specially froenedoping
economies; so by that way economic growth of repgeeconomy is adversely affectéoney laundering
negatively affects trust of local citizens in thewwn domestic financial institutions as well asstraf foreign
investors and financial institutions in a staté®hfcial institution which ultimately contributes ¢conomic
growth. Money laundering channels may also be &ssat with distortions of a countrys’ imports and
exports. As with the involvement of criminal elerteenn the import side they may use illicit procetals
purchase imported luxury goods, either with lauedeiunds or as part of the process of launderirfp su
funds.

Such imports do not generate domestic economieigctir employment, and in some cases can artificia
depress domestic prices, thus reducing the prdftiabf domestic enterprises.

The integrity of the banking and financial servicearket place depends heavily on the perceptionitha
functions within a framewaork of high legal, profes®l and ethical standards. A reputation for intgds
the one of the most valuable assets of a finamtstikution. Dangers for the reputation can ooshen a
country deliberately declares to want to attragtmial money'.
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If funds from criminal activity can be easily presed through a particular institution-either beeaits
employees or directors have been bribed or bedhesastitution turns a blind eye to tbeminal natureof
such funds-the institution could be drawn into \&tcomplicity with criminals and become part of the
criminal network itself. Evidence of such complicity will have amdaging effect on the attitudes of other
financial intermediaries and of regulatory authesitas well as ordinary customers. Money laundenioty
only threatens the financial system of a countrydkng away command of the economic policy from th
government, but also deteriorates the moral anidisstanding of the society by exposing it to aititdg such
as drug trafficking, smuggling, corruption and gtbeminal activities.

The Global Sector

Money Laundering has become a global problem. @aisitarget foreign jurisdiction with liberal bank
secrecy laws and weak anti-money laundering regiylategimes as they transfer illicit funds through
domestic and international financial institutionffea with the speed and ease of faceless internet
transactions. This easy and vast infiltration ofin@nal proceeds into world market can be stabittzem

and can have a corrupting effect on those who wwitkin the market system. The penetration of criaign
into the legitimate markets can also shift the hedaof economic power from responsible and respensi
entities to rogue agents who have no politicalamia accountability. In short, when criminal eipiéses

are able to enjoy the fruits of the criminal veesrthe world market can be destabilized, leaviomges
countries vulnerable to persuasion and interferdyamorrupt organization.

CONCLUSION

Thus one can safely conclude that Money Laundésrgjobal problem and must attract global concerns.
Without international cooperation money laundercannot be controlled. The criminals outsmart the
enforcing agencies and deploy a team of experésdhiiartered accountants, attorneys, bankers mafia,
disguise their illicit money and masquerade iteggtimate income. These experts charge fee betd@¢o
15% of the sum involved. The nexus between whitked criminals, politicians, enforcing agenciesla
mafias cannot be rules out. Bankers play the mosmiment role and without their connivance the
operation cannot be carried out. Development of h&h-tech coupled with wire transfer of funds has
further aggravated the difficulties to detect thevement of slush funds. The international naturmohey
laundering requires international law enforcememtperation to successfully investigate and prosecut
those that instigate these complex criminal scheiesiey laundering must be combated mainly by penal
means and within the frameworks of internationabpmration among judicial and law enforcement
authorities. Last but not the least it is vitalijpgortant to keep in mind that simple enactment of
Anti-Money Laundering Laws are not enough, the lenvforcement Community must keep pace with the
ever changing dynamics of money Launderers whotaatlg evolves innovative methods which helps
them to stay beyond the reach of law.
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